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Abstract
We examine the impact of inward foreign direct investment (FDI) on the growth of 
local firms in terms of employment and total factor productivity (TFP) for the Slo-
venian manufacturing sector in the 1994-2003 period. The theoretically predicted 
channels through which inward FDI affects the firm dynamics in a host country 
prove to be in general significant. First, there is evidence of the direct impact of 
foreign firms through so-called direct technology transfer as foreign-owned firms 
have higher growth of TFP compared to domestically-owned firms after control-
ling for other determinants. Secondly, the entry of foreign firms stimulates the re-
shuffling of the resources from less to more efficient local firms. The firm selection 
process is, namely, characterised by the least efficient firms experiencing a drop in 
their employment growth upon a foreign firm’s entry. Thirdly, regarding the pro-
ductivity spillover effects from foreign to local firms we provide indirect evidence 
that they mostly operate through vertical linkages rather than within the same in-
dustry. In general, it seems that not all firms are equally able to benefit from for-
eign firms’ presence and that absorptive capacity plays an important role.
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local firms and consequently in an increase in their output.3 However, several stud-


































3  These externalities may appear since �technology’ is to some extent a public good, there is a belief                                 
that foreign firms may not be able to fully internalise their technological advantages and therefore 
their presence would lead to various types of �productivity spillovers’ to domestic firms. 
4  The reason for selecting the 1994-2003 period for the empirical analysis was the availability of data.                               
The data for the year 2003 were the latest available at the time of the article formation.
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firms.  In contrast,  she provides evidence  that  foreign expansion, measured by  the 
foreign sales growth rate, has a positive effect on both the growth and survival of 
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The rest of the article is organised as follows. In Section 2, the data and main de-
scriptive statistics with respect to domestic- and foreign-owned firms are presented. 












between 1994 and 2003 but firms with  a  zero number of  employees  and a nega-
tive value of equity were dropped from our sample which gives 7652 firms in our 
























Dom For Dom For Dom For Dom For Dom For Dom For
1994 62 114 1963 2879 100 121 724 1275 4139 6459 0.16 0.47
1995 55 113 2032 2453 101 131 799 1105 4255 4170 0.15 0.45
1996 49 103 2232 3038 103 132 884 1254 4517 5792 0.15 0.48
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1997 44 93 2417 2924 101 143 985 1324 5748 6133 0.16 0.47
1998 41 108 2448 3362 100 150 1045 1440 4864 7398 0.16 0.50
1999 40 111 2711 3934 102 163 1139 1529 5141 7745 0.16 0.50
2000 36 150 2716 4129 101 170 1194 1676 5324 9330 0.16 0.54
2001 39 141 3070 4422 102 164 1281 1742 5627 8293 0.16 0.59
2002 38 139 3406 4107 102 148 1377 1752 8214 8089 0.16 0.55

















to  scale  is  an  acceptable  assumption  then  the value-added  increase per  employee 
(labour productivity) of domestic firms can be almost exclusively attributed to the 
improvement in the capital equipment of labour (on the assumption of constant re-
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Table 2: The relative importance of foreign firms in Slovenian manufacturing sector 
according to the selected indicators, 1994-2003
 No of firms Empl Fixed assets value added
 Domestic Foreign for. firm share for. firm share for. firm share for. firm share
1994 3304 171 4.9 8.4 11.7 12.4
1995 3910 186 4.5 8.6 11.3 12.3
1996 4175 243 5.5 10.1 14.6 13.4
1997 4377 246 5.3 10.7 16.1 14.5
1998 4437 256 5.5 13.1 19.8 17.7
1999 4573 247 5.1 13.0 19.1 18.7
2000 4607 300 6.1 21.4 33.5 32.4
2001 4693 284 5.7 17.6 22.1 23.2
2002 4782 347 6.8 20.5 26.0 27.8




of  theories  on MNEs,  postulating  that  to  be  able  to  compensate  for  the  inherent 





3. Empirical model specification 
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year according  to  the Business Register. As age enters our empirical models  in a 























6  There is a relationship between a producer’s underlying efficiency and the incentive to invest in                             
capital. Essentially, efficient firms generate higher levels of investment and larger capital stocks.
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rate  considering  all  entrants  including domestic  and  foreign ones. Both measures 
exclude  the firm  for which  the  observation  is  taken. MNEentryjt tests  the  crowd-
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that offer  favourable conditions which also  stimulates domestic firm entry  levels, 
estimates that do not control for this possibility may lead to an overestimation of the 
crowding-out effect of foreign firms’ entry.
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ReghFDIjrt measures regional intra-industry foreign firm concentration in terms of 
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ates on their downstream local customers (the impact of the concentration of foreign 












2003  sample period we  include  annual  dummies dyeart, industry dummies  at  the 
3-digit	level	of	NACE dindustryj, region dummies at the NUTS level dregionr, and 













potential  econometric  problems  of  estimating  growth models. How we deal with 
most problematic ones is discussed below. 
Since we use panel data the estimation techniques allow us to control for firm-spe-
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sample  than are  larger firms. The sample selection bias has  long been recognised 
in growth models and properly dealt  in most studies since Evans (1987) and Hall 


























8  Arellano-Bond test confirms that average autocovariance in residuals of order 1 is present.                         
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proxy  (investment)  and output  for obtaining  the consistent  estimates. This means 
that observations with a zero investment have to be dropped from the sample. Fur-
ther, Levinsohn and Petrin  (2003) point out  that an  investment  is associated with 
substantial  adjustment  costs  which make  the  investment  very  lumpy  and  not  re-
spond smoothly  to a productivity shock,  thus violating  the consistency condition. 
Therefore, Levinsohn and Petrin (2003) develop a similar two-step estimator which 






5.1. Firm employment growth
In Tables  3  and  4 we  report  the  results  for  the  employment  growth model  using 
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foreign  firm  entry  doesn’t  have  significant  impact  on  the  employment  growth  of 
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Table 3: Fixed effects estimates of firm growth model for surviving firms
FE FE Instrumental variab. FE FE
All firms All firms All firms Domestic firms
1 2 3 4
MNEentry -0.059 (-0.49) 0.044	(0.35) 0.097 (0.75) 0.044	(0.33)
MNEentry∙dTFPlow -0.6**	(-2) -0.847*** (-2.67) -0.696** (-2.23)
dTFPlow -0.03***	(-3.52) -0.023***	(-2.65) -0.029*** (-3.36)
entry 0.021	(0.4) 0.018	(0.33) -0.002	(-0.03) 0.046	(0.82)
hFDI -0.051	(-1.48) -0.73*** (-3) -0.885***	(-3.02) -0.662***	(-2.62)
hFDI∙lnWage 0.096*** (2.84) 0.117*** (2.88) 0.086**	(2.44)
ReghFDI 0.072 (1) 0.071 (0.98) 0.091 (1.24) 0.134* (1.75)
BackFDI 0.391** (2.07) 0.362* (1.9) 0.404**	(2.05) 0.344* (1.72)
BackConc 3.66** (2.09) 3.307* (1.81) 3.074* (1.64) 3.906** (2.01)
ForFDI -0.456**	(-2.4) -0.36*	(-1.86) -0.366*	(-1.81) -0.407** (-2)
ForConc 1.53 (0.96) 1.78 (1.09) 0.308	(0.18) 1.255 (0.73)
HHI 0.043 (0.94) 0.039 (0.84) 0.016	(0.32) 0.030	(0.61)
dexport 0.014**	(2.02) 0.014**	(2.03) 0.015**	(2.11) 0.014** (1.98)
dexmajor 0.042*** (3.72) 0.043*** (3.73) 0.049*** (4.11) 0.050***	(4.11)
dprofit 0.078*** (9.19) 0.077*** (9.05) 0.076*** (8.75) 0.080*** (9.06)






lnEmpl2 0.066***	(11.6) 0.066***	(11.6) 0.08*** (12.9) 0.069*** (11.35)
lnEmpl3 -0.004***	(-6.13) -0***	(-6.1) -0.006*** (-7.99) -0.005*** (-5.91)
lnTFP 0.04*** (5.71) 0.023*** (2.98) 0.04*** (4.57) 0.023*** (2.76)
lnKint 0.04***	(14.4) 0.039*** (14.2) 0.044*** (14.57) 0.038***	(13.25)
lnwage 0.12***	(18.8) 0.108***	(14.8) 0.147*** (16.21) 0.104***	(13.85)
lnAge -0.251*** (-11.7) -0.25*** (-11.7) -0.143***	(-2.65) -0.253***		(-11.23)
lnAge2 0.131***	(8.25) 0.134***	(8.4) 0.074*** (2.59) 0.140***	(8.42)
R2 0.278 0.279 0.247 0.279
F test that a u_i=0 1.55***	(0.000) 1.55***	(0.000) 1.54***	(0.000) 1.5***	(0.000)
time	dummies INCL INCL INCL INCL
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1 2 3 4 5
MNEentry 0.2006*	(	1.82) 0.132	(1.15) 0.130	(1.38) 0.197* (1.68) 0.158 (1.57)
entry -0.012	(-0.3) -0.015	(-0.3) -0.018	(-0.4) -0.025	(-0.5) -0.033 (-0.7)
hFDI 0.037 (1.17) 0.0306 (0.94) 0.031* (1.75) 0.035	(1.05) 0.026	(1.41)
ReghFDI 0.04	(0.6) 0.0691 (1.02) 0.018	(0.61) 0.068 (0.96) 0.022 (0.7)
BackFDI 0.1241 (0.71) 0.0471 (0.26) 0.124	(0.84) 0.222	(1.22) 0.195 (1.3)
BackConc -2.506	(-1.6) -3.367** (-2) -1.759 (-1.23) -1.307 (-0.77) -0.613	(-0.41)
ForFDI 0.3124* (1.78) 0.2758 (1.51) 0.315** (1.99) 0.297* (1.63) 0.302* (1.87)
ForConc 6.6254***	(4.5) 6.5448***	(4.3) 7.163*** (5.14) 6.383***	(4.16) 6.440***	(4.43)
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HHI -0.002	(-0) 0.0178 (0.4) 0.001	(0.03) -0.008 (-0.19) -0.002	(-0.12)
plants -0.001** (-2.19) -0.001 (-1.39)
dexport 0.0026	(0.4) 0.002	(0.3) 0.001 (0.17) 0.005 (0.79) 0.003	(0.61)
dexmajor -0.018* (-1.7) -0.024**	(-2.2) -0.001	(-0.18) -0.007 (-0.65) 0.004	(0.65)
dprofit 0.0217*** (2.77) 0.0116	(1.43) 0.024***	(3.25) 0.019** (2.32) 0.022***	(2.86)
fdiINS 0.027* (1.67) 0.115* (1.74) 0.026***	(3.04) / /
lnEmpl 0.0691*** (6.37) 0.0893*** (7.34) 0.073*** (6.42) 0.070*** (6.31) 0.072*** (6.37)
lnEmpl2 -0.007 (-1.3) -0.01* (-1.7) -0.010* (-1.67) -0.009 (-1.58) -0.010*	(-1.8)








lnKint 0.0119*** (4.59) 0.0102*** (3.59) 0.010***	(3.26) 0.010***	(3.86) 0.008***	(2.62)
lnwage 0.0072 (1.23) 0.0228***	(3.12) 0.007 (0.97) 0.010*	(1.66) 0.008	(1.02)
lnAge -0.081***	(-4.1) -0.072 (-1.5) -0.023 (-1.39) -0.060*** (-2.91) -0.015	(-0.88)
lnAge2 0.033**	(2.26) 0.0211 (0.79) 0.003	(0.5) 0.029** (1.93) 0.002 (0.27)
Cons 2.0253*** (9.29) 4.1204	(0) -0.666***	(-4.15) 2.065*** (9.06) -0.657 (-3.88)
rho / / 0.151 / 0.146
R2 0.3871 0.3516 0.45 0.3892 0.452
F test that a 
u_i=0
0.94 (0.99) 1.13***	(0.000) / 0.94 (0.99) /
industry dum. / / INCL / INCL
time	dummies INCL INCL INCL INCL INCL
region	dumm. / / INCL / INCL
Owner. dumm. / / INCL / INCL
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MNEentry 0.155 (1.59) 0.132 (1.29) 0.198* (1.92)
entry -0.02	(-0.52) -0.01	(-0.3) -0.038 (-0.87)
hFDI 0.014	(0.85) 0.036**	(2.11) 0.006	(0.35)
ReghFDI 0.022 (0.72) 0.024 (0.89) 0.027 (0.82)
BackFDI 0.132 (0.89) 0.033 (0.19) 0.199 (1.29)
BackConc -1.36 (-0.97) -2.22	(-1.3) -0.297 (-0.2)
ForFDI 0.253	(1.61) 0.306*	(1.66) 0.232	(1.43)
ForConc 6.509*** (5.11) 6.149*** (3.99) 5.884***	(4.46)
plants -0*	(-1.63) -0	(-1.4) -0.0005 (-1.07)
HHI 0.013 (0.76) 0.004	(0.21) 0.013 (0.72)
dexport -0	(-0.05) -0	(-0.6) 0.001	(0.38)
dexmajor 0.004 (0.79) -0.01	(-1.5) 0.009 (1.55)
dprofit 0.017*** (2.54) 0.016* (1.67) 0.016**	(2.34)
fdiINS 0.023***	(3.28) 0.113***	(4.34) /
lnEmpl 0.052***	(6.15) 0.037** (2.1) 0.053***	(6.16)
lnEmpl2 -0.01***	(-2.66) -0	(-0.4) -0.010*** (-2.59)
lnEmpl3 0.002***	(3.6) 0.0009 (1.02) 0.002***	(3.25)
lnTFP -0.85***	(-143) -0.8***	(-45) -0.854*** (-139.91)
lnKint 0.005**	(2.14) 0.003 (0.7) 0.004	(1.51)
lnwage -0	(-0.83) 0.002	(0.14) -0.003	(-0.63)
lnAge -0.03**	(-2.15 -0	(-0.1) -0.026	(-1.6)
lnAge2 0.027*** (4.53) 0.014	(1.05) 0.024*** (3.96)
Cons -0.38***	(-2.8) -0.34* (-1.9) -0.372*** (-2.63)




Ind.	dum.	(2-digit) INCL INCL INCL
time	dummies INCL INCL INCL
regional	dummies INCL INCL INCL
ownership dum-
mies INCL INCL INCL
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only do  foreign entrants  tend  to be above-average productive but  they also differ 
from their domestic rivals with respect to their TFP growth potential. Foreign-owned 
firms have higher growth of TFP after controlling for other determinants, while they 
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Ulazne direktne inozemne investicije i industrijsko prestrukturiranje:  
Mikro aspect – model rasta slovenskih poduzeća
Katja Zajc Kejžar1, Andrej Kumar2
Sažetak
Izučava se utjecaj ulaznih izravnih inozemnih investicija (FDI) na rast domaćih 
(lokalnih) poduzeća s aspekta zaposlenosti i cjelokupne faktorske produktivnosti 
(TFP). Analiza je izvedena za sektor industrijskih poduzeća u Sloveniji od 1994.           
do 2003. godine. Teorija upućuje na zaključak, da su dinamičke promjene u podu-
zećima države u koju investicije ulaze putem mehanizama (channels) FDI značaj-
ne. 
U svezi s teorijskom osnovom izvedene analize i evidencije upućuju na zaključak 
da poduzeća u stranom vlasništvu imaju izravan utjecaj na promjene u populaciji 
slovenskih industrijskih poduzeća. Poduzeća u stranom vlasništvu, uz analitičku 
neutralizaciju drugih mogućih utjecaja, iskazuju brži rast TEP u odnosu na 
poduzeća u domaćem vlasništvu. Pored toga, ulazak stranih poduzeća na naciona-
lno tržište dovodi do preusmjeravanja činitelja proizvodnje od manje na više 
učinkovita lokalna poduzeća. Proces selekcije između poduzeća dovodi do toga, da 
najmanje učinkoviti iskazuju opadanje zaposlenosti kao posljedicu ulaska stranih 
poduzeća.
Pored navedenih, nastaje i treći učinak povezan s ulaskom stranih poduzeća. On je 
povezan s širenjem utjecaja promjena u produktivnosti (productivity spillover ef-
fects) od stranih na domaća/lokalna poduzeća na neizravan način, te je utvrđeno 
da do ovoga učinka dolazi uglavnom preko vertikalnih poslovnih veza, a ne kako je 
očekivano pretežno horizontalno, dakle unutar iste djelatnosti. 
Općenito se može tvrditi da strane investicije nemaju isti pozitivni utjecaj na sva 
poduzeća i da u tom kontekstu veliki značaj ima sposobnost apsorpcije – prilagod-
be na promjene u poduuzetničkom sektoru.
Ključne riječi: izravne inozemne investicije, rast poduzeća, učinci produktivnosti 
na okruženje, proces selekcije između poduzeća, prestrukturiranje industrijskog 
sektora.
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